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Last year Intel produced and sold integrated electronic devices that contained 1 
a hundred times more transistors than had been used in the entire world during the 
two decades from the invention of the transistor to Intel's founding in 1968. The cost 
of a transistor in many electronic functions has decreased several thousand-fold 
since the early 1960's. This rapid growth in usage and decrease in cost, 
probably unparalleled in industrial history, arises from the versatile 
technology for making integrated electronic functions, each of which 
may consist of thousands of transistors interconnected in a single small 
crystal of silicon. 

Intel was founded with the objective of continuing the develop- 
ment of this technology to produce and market advanced electronic 
products. In the Components Division we make a variety of 
individually packaged semiconductor integrated circuits 
utilizing several variations of this technology. These 
are sold broadly to manufacturers of electronic 
equipment, including other divisions of Intel. 

The first product direction pursued 
by Intel was memory circuits for 
storing data in a variety of com- 
puter-related applications. 
Memory continues to be a major 
portion of Intel's business, both 
at the packaged circuit or “com- 
ponent" level and as complete sys- 
tems, ready to attach to computers, 
from the Memory Systems Division. 

The second major product direction has been in microcomputers, where the 
technology of the Components Division is utilized to make complete microprocessors 
and other complex system functions. Intel produces and sells microcomputer 
products both as components and as complete microcomputer systems. In only five 
years since Intel introduced the microcomputer concept, microcomputers have 
grown to rival memories in market size and importance in electronics. The Micro- 
computer Division was formed this year to concentrate on the design and marketing 
of microcomputer components and their use in associated equipment. 

The Components Division is also a key supplier of the complex electronic 
circuits that make possible the digital electronic watches manufactured and sold by 
Microma, Inc., a wholly owned subsidiary. 

Intel plans to pursue only a select few of the many product opportunities 
which are emerging as the integrated electronics technology advances, making 
even more complex functions available at low cost. 


Intel Memory 
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Management Report Reve- 
nues and earnings both reached 
record levels in 1976. Revenues 
increased 65.2% to $226.0 million and 
earnings rose to $25.2 million, a 54.9% 
$136.8 increase compared with 1975 results. 
A major reason for the year-to- 
year increase was the increased de- 
mand for Intel's products resulting from 
recovery of the world economy after the 
deep and prolonged recession. The ef- 
fects of this recovery were particularly 
strong during the first half, when the rate 
of recovery led some customers to believe 
that major semiconductor product shortages 
might occur late in the year. Accordingly, 
there was a flurry of buying to build inven- 
tories to protect against possible shortages. In 
fact, such shortages did not develop broadly. 
Buying in the last half of the year more nearly approximated actual usage. In par- 
ticular, the unusually large distributor orders during the first half decreased later in 
the year. 

We expect the recovery to accelerate again in the near future and are now 
expanding our facilities so that we can take advantage of increases in demand. 

Memory components remain a major portion of our business. We project that 
demand for memory of all kinds will continue to grow at a rate significantly faster 
than that for the overall electronics industry. Intel has a strong position in major 
segments of the semiconductor memory market and we feel that we are well 
situated to compete for a large share as the market grows. We have recently dis- 
closed our plans to introduce several new products which offer improved perform- 
ance and lower cost in many applications. Demand for our new 16K RAM, as well 
as our new 4K static and dynamic RAMs, is now ahead of our production capacity, 
which is being expanded to satisfy this demand. 

Recognizing the importance of the area to Intel's future, a new Microcomputer 
Division was formed. Dr. William H. Davidow, who has been in charge of much of 
the microcomputer work at Intel, was made division general manager and elected 
a vice president of the corporation. Interest in these products remains high and our 
microcomputer business has continued to develop during the year. Intel is expand- 
ing the range of its microcomputers by adding products of more capability at the top 
of the line, and products designed to meet the stringent cost requirements of the 
simpler applications. 

During the year we added a family of single-board-computer (SBC) products 
that combine several Intel microcomputer components and memory chips on a 
printed circuit board to make a complete computer. The SBC products are aimed 
toward the manufacturer who prefers to use a standard product rather than to 
undertake the design of a special computer for his requirements. 

The largest increment of business for the Memory Systems Division came 
from sales to end-users of plug-compatible add-on memories for IBM 370 computers. 
These are sold in the U.S. principally by a dedicated Intel sales force and into over- 
seas markets through third parties. The smooth development of this business area 
was interrupted by IBM's mid-year product announcements that included significant 


2 Revenues 
(Dollars In Millions) 


decreases in the price of IBM-supplied memory. Subsequently the 
market has returned to previous levels and remains strong. 

The electronic watch market experienced major changes 
during the year. The announcement of low priced light-emit-- 
ting diode (LED) digital watches by competitors early in the 
year severely disturbed the market and limited demand for 
Microma's more expensive products with continuous 
liquid crystal displays (LCD). At mid-year, however, 
increasing consumer preference for LCD watches 
became apparent to the retailers and we rapidly 
sold out our entire capacity for the rest of 
the year. Microma enters 1977 with a lead- 
ing position in LCD digital watches. 

Major increases were made in 
expenditures for research and develop- 
ment. Semiconductor technology con- 
tinues to evolve rapidly, opening many 
opportunities for new products. As a re- 
sult of this investment in R. & D., Intel ex- 
pects to introduce several significant new 
semiconductor and system products during the first half of 1977. In addition to the 
several types of memories, mentioned earlier, new products include microproces- 
sors, several major microprocessor peripheral circuits and extended microcomputer 
design aids and software. 

Marketing expenses expanded at a rate faster than revenues reflecting the 
demands of increasingly competitive markets as well as the greater marketing in- 
vestment required for microcomputer products. Intel's direct field sales force was 
expanded 33% during the year, and Microma undertook its first direct consumer 
advertising program with TV ads in major markets. 

To accommodate our growth, new plants in Santa Cruz, California, and 
Aloha, Oregon began operation. The former is devoted to testing of semiconductor 
components and the latter is a major silicon wafer processing facility. First output 
of 16K RAMs from this plant should reach customers in first quarter 1977. Construc- 
tion has begun on a 183,000 square foot building in Santa Clara, California, to 
house the Microcomputer Division, and a plant is being established in Barbados, 
West Indies, to add assembly capacity and flexibility. We also purchased and oc- 
cupied a new building in San Jose, California, that houses administrative functions 
and a central computer facility. 

Employment at Intel grew to 7,347, an increase of about 60% since the end of 
1975. Where practical, we are attempting to maintain a small company atmosphere 
and flexibility by establishing a number of separate locations rather than by 
concentrating large numbers of employees in a single location. 

In spite of the rapid growth during the year and the investment of $32.1 million 
in buildings and equipment, our cash position improved. With the more vigorous 
economy which we expect in the future, we will utilize our cash to finance our 
growth and to enhance our competitive position. 
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Earnings 
(Dollars In Millions 
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF THE FINANCIAL SUMMARY 


Net revenues for 1976 were $226.0 million, 
up $89.2 million (65.2%) from 1975. Revenue 
increases continue to reflect both the recovery 
of the world economy which began in 
mid-1975, as well as demand for new Intel 
products introduced during 1975 and 1976. Unit 
shipments during 1976 were up significantly 
over 1975. Although the prices of more mature 
products continued to decline between 1975 
and 1976, these declines were offset by 
increased unit shipments for these products 
as well as shipments of newly introduced 
products. No assurance can be given that such 
growth can or will continue. 

Cost of sales for 1976 were $117.2 million, up 
$49.5 million (73.2%) from 1975. Although cost 
of sales increased with increasing net sales, 
such expenditures may lag or precede 
revenue changes and may therefore increase 
at a greater or lesser rate. The increase in cost 
of sales as a percent of sales in 1976 (51.9%) 
compared to 1975 (49.5%) is attributable to 
product mix changes and price attrition. 

Research and development expenses for 
1976 were $20.7 million, up $6.2 million (42.4%) 
from 1975. R. & D. expenses increased in 1976, 
mainly due to manpower additions, at a rate 
which we consider necessary to maintain our 
technical leadership position, although no as- 
surance can be given that such a position can 
be maintained. Marketing and general and 
administrative expenses for 1976 were $36.6 
million, up $15.2 million (71.2%) from 1975. 
These increases were principally the result of 
increased staffing in the marketing area and 
increased advertising expenditures. 

Net income for 1976 was $25.2 million, up 
$8.9 million (54.9%) from 1975. The increase in 


net income in 1976 did not keep pace with the 
increase in revenues primarily because the 
percentage increase in cost of sales exceeded 
the percentage revenue increase. 

1975 net revenue of $136.8 million was up 
$2.3 million (1.7%) from 1974. 1975 cost of sales 
was $67.6 million, down $0.3 million (0.4%) 
from 1974. These essentially flat results were 
caused by a sharp decrease in the order 
activity for semiconductor products in the 
second half of 1974 and the first half of 1975. 
Although business began to improve in 
the second half of 1975, the net result was 
essentially flat year-to-year revenues from 1974 
to 1975. During 1975, in spite of the flat sales 
picture, management chose to increase its 
investments in research and development and 
marketing and general and administrative 
expenses in anticipation of an increasing 
economy. In 1975 marketing and general and 
administrative expenses were $21.4 million, up 
$6.0 million (39.2%) from 1974. The increase 
was the result of increased staffing in the 
marketing area, particularly for micro- 
computer and add-on memory products. 
Research and development expenses for 1975 
were $14.5 million, up $4.0 million (38.5%) from 
1974. These increases, also, were the result of 
increasing our staff. Because Intel continued 
to make large increases in research and 
development and marketing and general 
and administrative expenses, net income 
decreased $3.5 million (17.7%) from 1974 to 
$16.3 million in 1975. 

Intel's tax rate for financial reporting 
purposes continues at approximately 51% of 
income before taxes, as it has since 1972, when 
we used up our initial tax loss carryforward. 


Intel Corporation 


FINANCIAL SUMMARY 


For the five years ended December 31, 1976 


1972 1973 1974 1975 1976 
(Thousands—Except Per Share Amounts) 

Net revenues $23,417 $66,170 $134,456 $136,788 $225,979 
Cost of sales 12,425 30, 109 67,909 67,649 117,193 
Research and development costs 3,442 4,565 10,500 14,541 20,709 
Marketing, general and administrative 

expenses 3,486 7,347 15,369 21,386 36,620 
Taxes on income 2,084 9,935 20,902 16,938 26,243 
Income before extraordinary item 1,980 9,214 19,776 16,274 25,214 


Earnings per capital and capital 
equivalent share - before 
extraordinary item* $ 21 


$  .94 $ 197 $ 156 $ 2.37 


Extraordinary item 


Income tax benefit of net operating loss 


carryforward 1,104 


$ 3,084 


Net income 


$ 19.776 $ 16,274 $ 25,214 


Earnings per capital and capital 
equivalent share* $ .33 


$  .94 $ 1.97 $ 156 $ 2.37 


Capital and capital equivalent shares 


used in per share calculations* 9,372 9,762 10,016 10,400 10,621 
FINANCIAL INFORMATION BY QUARTER 

March 31 June 30 September 30 December 31 
1976 (Thousands—Except Per Share Amounts) 
Net revenues $45,484 $50,624 $61,879 $67,992 
Cost of sales 23,284 29,431 33,189 35,289 
Research and development costs 4753 4,850 5,425 5,681 
Marketing, general and 
administrative expenses Pig? 9,161 Soll 10,676 
Taxes on income 172 5,678 7,003 8,390 
Net income $ 5,003 $ 5,504 $ 6,751 $ 7,956 
Earnings per capital and 
capital equivalent share* oe $ .52 $ .63 $ .75 
1975 
Net revenues $30,365 $31,501 $34,669 $40,253 
Cost of sales 14,742 16,260 16,383 20,264 
Research and development costs 3201 Seva 3092 4,161 
Marketing, general and 
administrative expenses 4,724 4,279 5,744 6,639 
Taxes on income 3,906 3,822 4,620 4,590 
Net income $ 3,692 $ 3,613 $ 4,370 $ 4,599 
Earnings per capital and 
capital equivalent share* $ .36 $ .35 $ .42 $ .43 


* Restated for 50% stock dividend in April 1976, treated as a stock split for financial reporting purposes. 
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Intel Corporation 


CONSOLIDATED STATEMENT OF INCOME 
Years ended December 31, 1976 and 1975 


1976 1975 
(Thousands—Except Per Share Amounts) 
Net revenues $225,979 $136,788 
Costs and expenses (Note 1): 
Cost of sales 117,193 67,649 
Research and development 20,709 14,541 
Marketing, general and administrative 36,620 21,386 
174,522 103,576 
Income before taxes on income 51,457 33,212 
Taxes on income (Note 2) 26,243 16,938 
Net income $ 25,214 $ 16,274 
Earnings per capital and capital equivalent share (Note 1) $ 2.37 $ 1.56 


See accompanying notes. 


Shareholders’ Equity 


(Dollars in millions) 


Return on Shareholders’ Equity 


(Percent) 
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Intel Corporation 


CONSOLIDATED BALANCE SHEET 
December 31, 1976 and 1975 


Assets 


Current assets: 
Cash 


Certificates of deposit and commercial paper, 


at cost which approximates market 


Accounts receivable, less allowance for 
doubtful accounts of $1,597,000 in 1976 
($1,058,000 in 1975) 


Inventories (Note 1): 
Materials 
Work-in-process 
Finished goods 


Prepaid taxes on income (Note 2) 

Other assets, including marketable securities 
carried at cost (market value $2,021,000 

at December 31, 1976) 


Total current assets 


Property, plant and equipment (Note 1): 
Land and land improvements 

Buildings and leasehold improvements 
Machinery and equipment 

Equipment held for lease 

Construction in progress 


Less accumulated depreciation and amortization 


Net property, plant and equipment 


Liabilities and Shareholders’ Equity 


Current liabilities: 
Accounts payable 


Deferred income on shipments to distributors (Note 1) 


Accrued liabilities (Note 1) 
Income taxes payable (Note 2) 


Total current liabilities 
Deferred taxes on income (Note 2) 


Commitments and contingencies (Notes 4 and 5) 


Shareholders’ equity (Notes 1 and 3): 


Capital stock, without par value, 20,000,000 shares 
authorized; shares issued and outstanding: 10,108,000 at 
December 31, 1976 and 9,839,000 at December 31, 1975; 


at stated value 
Retained earnings 


Total shareholders’ equity 


See accompanying notes. 


1976 1975 
(Thousands) 

$ 5,260 $ 3,802 
PANES: 15,491 
44,316 29,938 
10,153 9,078 
12,991 8,779 
4,385 2319 
27,929 20,172 
5,981 3,976 
1,290 866 
105,499 74,245 
2,836 2,066 
21,834 8,619 
37,645 21,187 
4,055 341 
2,328 9S7 
68,698 37,970 
17,629 9,496 
51,069 28,474 
$156,568 $102,719 

1976 1975 

(Thousands) 

$ 9,387 $ 7,046 
7,646 4,551 
10,910 7,650 
8,742 2,202 
36,685 21,449 
10,423 7,097 
50,845 28,289 
58,615 45,884 
109,460 74,173 
$156,568 $102,719 
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Intel Corporation 


CONSOLIDATED STATEMENT OF SHAREHOLDERS’ EQUITY 
Years ended December 31, 1976 and 1975 


Capital Stock 


Number of Retained 
Shares Amount Earnings Total 
(Thousands) 

Balance at January 1, 1975 (Note 1) 9,501 $21,189 $29,610 $ 50,799 
Sales of shares through employee stock 
participation plans and upon exercise of 
employee stock options (Notes 2 and 3) 338 7,100 — 7,100 
Net income — — 16,274 16,274 
Balance at December 31, 1975 9,839 28,289 45,884 74,173 
Stock split effected in the form of 
a 50% stock dividend (Note 1) — 12,483 (12,483) — 
Sales of shares through employee stock 
participation plans and upon exercise of 
employee stock options (Notes 2 and 3) 269 10,073 — 10,073 
Net income — — 25,214 25,214 
Balance at December 31, 1976 10,108 $50,845 $58,615 $109,460 


See accompanying notes. 


CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 
Years ended December 31, 1976 and 1975 1976 1975 


(Thousands) 


Working capital provided by net income from 

operations, including charges to income not 

involving the current use of working capital 

of $9,478,000 in 1976 for depreciation ($4,881,000 

in 1975) and $3,326,000 in 1976 for deferred 

taxes on income ($3,077,000 in 1975) $38,018 $24,232 


Working capital provided by sales of shares 
through employee stock participation plans 


and upon exercise of employee stock options 10,073 7,100 

Working capital used for additions to property, 

plant and equipment (32,073) (11,169) 
Increase in working capital $16,018 $20,163 


Changes in components of working capital: 
Current assets increase: 


Cash, certificates of deposit and commercial paper $ 7,090 $ 8,069 
Accounts receivable 14,378 7,600 
Inventories Teor 4,331 
Prepaid taxes on income and other assets 2,429 1,021 
31254 21.021 
Current liabilities (increase) decrease: 
Accounts payable (2,341) (3,840) 
Deferred income on shipments to distributors (3,095) (1,399) 
Accrued liabilities (3,260) (1:377) 
Income taxes payable (6,540) 5,758 
(15,236) (858) 
Increase in working capital $16,018 $20,163 


See accompanying notes. 


Intel Corporation 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


December 31, 1976 and 1975 


1 Accounting policies 

Basis of presentation The consolidated 
financial statements include the accounts of 
Intel and all of Intel's subsidiaries after elimi- 
nation of intercompany transactions. Sig- 
nificant combined financial information as to 
Intel's foreign operations, whose revenue and 
income result principally from transactions 
with Intel, is as follows: 


1976 1975 
(Thousands) 
Current assets $13,861 $6,198 
Current liabilities 3,259 1,159 
Net property, plant and 
equipment 4,753 3,397 


Deferred income on shipments to distributors 


Certain of Intel's sales are made to distributors 
under agreements allowing right of return and 
price protection on merchandise unsold by the 
distributors. Because of the rapid technological 
obsolescence in the industry, Intel defers 
recognition of such sales until the merchan- 
dise is sold by the distributors. 

Warranty Intel reserves an amount which, in 
the opinion of management, is sufficient to 
cover the estimated cost to repair or replace 
product expected to be returned under the 
various warranty provisions in effect. 
Royalties Intel has entered into various cross- 
licensing agreements. In addition, Intel ex- 
pects, from time to time, to utilize products and 
processes of others and may be required to 
obtain additional licenses and pay royalties 
for such utilization. Accordingly, Intel provides 
a reserve which, in the opinion of manage- 
ment, is sufficient to cover any present prob- 
able royalty liability. 

Inventories Inventories are stated at the 
lower of cost or market. Cost is computed on a 
currently adjusted standard basis (which ap- 
proximates average cost) for work-in-process 
and finished goods and on a first-in, first-out 
basis for materials. Market is based upon 
estimated realizable value reduced by normal 
gross margin. 


Property, plant and equipment Property, 
plant and equipment are stated at cost. 
Depreciation is provided principally by use of 
the straight-line method over the estimated 
useful lives of the assets for financial report- 
ing purposes (accelerated methods for tax 
purposes). 

Foreign currency translation During 1975, 
the Company initiated early application of the 
Financial Accounting Standards Board ”State- 
ment of Financial Accounting Standards No. 
8” on accounting for the translation of foreign 
currency transactions and foreign currency 
financial statements which approximates the 
temporal method. Exchange gains and losses 
to date have not been material. 

Stock dividend The Company effected 

a stock split in the form of a 50% stock dividend 
on April 14, 1976 to shareholders of record 
April 26, 1976. Numbers of shares and per 
share amounts for periods prior to the dividend 
date have been restated to reflect the effects of 
the stock dividend as if it were a stock split. 
Under California law, the Company was 
required to transfer $12,483,000 from Retained 
Earnings to Capital Stock to reflect this 
dividend. 

Earnings per capital and capital equivalent 
share Earnings per share are computed using 
the weighted average number of capital and 
capital equivalent shares outstanding. Capital 
equivalent shares consist of shares issuable 
under employee stock option plans (Note 3) 
computed on the treasury-stock method. 
Facilities destroyed by fire On May 1, 1975 
fire destroyed Intel's assembly plant in Penang, 
Malaysia. The loss of facilities, equipment, 

and inventories plus losses related to business 
interruption were covered by Intel's insurance. 
The replacement of Intel's facilities and 
equipment is now complete. Since this was 
accounted for as a non-monetary exchange, 
the replacement of facilities and equipment re- 
sulted in no gain or loss. The net book value of 
property and equipment not replaced at De- 
cember 31, 1975 was classified as construction 
in progress. 

In connection with losses suffered due to 
business interruption and inventories de- 
stroyed, immaterial amounts recoverable from 
the insurer have been credited to cost of sales. 


10 


2 Taxesonincome The provision for taxes 
on income is made up of the following 
components: 


1976 1975 
(Thousands) 
Federal: 
Current $21,337 | $12,382 


Investment tax credit 
deferred-net 1,980 = 
Deferred (prepaid) (776) 2,061 


22,941 14,443 


State: 
Current 4,003 2,601 
(Prepaid) (301) (106) 


3,702 2,495 
$26,243 $16,938 


Deferred and prepaid taxes on income 
result from timing differences in the recognition 
of certain revenue and expense items for tax 
and financial reporting purposes. Timing dif- 
ferences relate primarily to franchise tax ac- 
cruals, deferred income on shipments to dis- 
tributors and undistributed income of Domestic 
International Sales Corporations and foreign 
subsidiaries. 

Income taxes payable were reduced by 
$6,242,000 in 1976 ($4,088,000 in 1975) as a 
result of tax deductions arising out of the 
exercise of non-qualified stock options and 
disqualifying dispositions of stock acquired 
under the Company's qualified plans (Note 3). 

During 1976 the Company began accounting 
for investment tax credit on the deferred 
method. In 1975 and prior years, investment 
tax credit, which was immaterial in amount, 
was accounted for on the flow-through method. 


- The current federal provision for 1976 is net of 


$2,200,000 investment tax credit. 

The Company's income tax returns for 1972 
and 1973 are presently under examination by 
the Internal Revenue Service. Management 
does not anticipate any material effect upon the 
results of operations or the financial position of 
the Company as a result of the examination. 


3 Employee stock option and stock 
participation plans 
Employee stock option plans Under Intel's 
Qualified and Non-Qualified Stock Option 
Plans, officers and key employees may be 
granted options to purchase shares of Intel's 
authorized but unissued capital stock at not 
less than 85% of the fair market value at date 
of grant under the Non-Qualified Plan (100% 
under the Qualified Plan). Generally, options 
become exercisable at the rate of 25% per year 
commencing one to two years from the date of 
grant. Options for 3,328,125 shares may be 
granted under the plans as amended. The 
qualified stock options expire five years from 
the date of grant. The non-qualified stock op- 
tions expire ten years from the date of grant. No 
charge has been made to income in accounting 
for options. Proceeds and income tax benefits 
realized by Intel as a result of transactions in 
these plans have been credited to capital stock 
(Note 2). 

Additional information with respect to em- 
ployee stock option plans is as follows: 


Options Outstanding Options 

Available Aggregate Price Per 

for Grant Number Value Share 

(Thousands—Except Per Share Amounts) 

Balance at 
January 1, 1975 827 1,148 $10,607 $ 1.36-$17.50 
Options granted (363) 363 14,768 $14.67-$57.33 
Options exercised (279) (2, 126) $ 4.15-$17.50 
Options cancelled 109 (117) (1,459) $ 1.36-$57.33 
Balance at 
December 31, 1975 573 1,115 21,790 $ 1.36-$57.33 


Additional shares 
reserved for granting 
under the Non-Qualified 


Plan 600 — — — 
Options granted (377) 377 23,681 $48.00-$77.00 
Options exercised (239) (2,592) $ 1.36-$51.00 
Options cancelled 72 (72) (2,592) $ 4.67-$77.00 
Balance at 

December 31, 1976 868 1,181 * $40,287 $ 4.67-$77.00 
Options exercisable 

at December 31: 

1976 278 $ 4,572 $ 4.67-$65.67 


1975 237 $ 2,427 $ 4.15-$23.83 


Employee stock participation plans Under 
these plans substantially all employees are 
entitled to purchase shares of Intel's capital 
stock at 85% of the fair market value at certain 
specified dates. Under these plans an aggre- 
gate of 618,750 shares may be issued, 450,000 of 
which were authorized in 1976. Employees 
purchased 30,000 shares in 1976 (58,500 in 1975) 
for $1,239,000 ($886,000 in 1975). 


4 Commitments 

Intel leases a portion of its capital equipment 
(noncapitalized financing leases) for periods 
from four to eight years, which periods 
approximate the economic useful life of the 
equipment. Intel also leases certain of its 
manufacturing facilities under leases which 
expire at various dates through 1986. 

Rent expense was $2,400,000 in 1976, of which 
$607,000 was applicable to noncapitalized 
financing leases ($2,097,000 in 1975, of which 
$787,000 was applicable to noncapitalized 
financing leases). 

The minimum rental commitment under all 
noncancellable leases with an initial term 
of one year or more is as follows: 


Portion Applicable 
to Noncapitalized 


Total _—_—*Financing Leases 
o —Ctsti‘“CSC~S US) 
1977 $1,591 $373 
1978 1,003 208 
1979 604 34 
1980 538 £ 
1981 445 ms 
1982-1986 1,179 BZ 


Intel has under construction major facilities 
which will require $5,748,000 to complete in 
1977. 

5 Litigation 

In 1975, the Western Electric Company, the 
manufacturing and patent licensing arm of the 
Bell System, sued Intel for infringement of an 
expired U.S. patent. Effective as of July 1, 1976, 
Intel and Western settled the litigation, ex- 
changed patent licenses for the future and 
released each other for past infringement of all 
patents in the semiconductor field. As part of 
the settlement, Intel agreed to furnish Western 
with masks and other related manufacturing 
and design information which Intel uses to 
manufacture three products. The settlement 
had no material effect upon the results of 
operations or the financial position of the 
Company. 

6 Quarterly information 

The unaudited quarterly information for the 
years ended December 31, 1976 and 1975 is 
presented on page 5 of this 1976 Annual 
Report. 


REPORT OF 
CERTIFIED PUBLIC ACCOUNTANTS 


The Board of Directors and Shareholders 
Intel Corporation 


We have examined the accompanying con- 
solidated balance sheet of Intel Corporation at 
December 31, 1976 and the related consolidated 
statements of income, shareholders’ equity 
and changes in financial position for the year 
then ended. Our examination was made in 
accordance with generally accepted auditing 
standards, and accordingly included such 
tests of the accounting records and such other 
auditing procedures as we considered neces- 
sary in the circumstances. We have previously 
made a similar examination of the financial 
statements for the prior year. 

In our opinion, the statements mentioned 
above present fairly the consolidated financial 
position of Intel Corporation at December 31, 
1976 and 1975 and the consolidated results of 
operations and changes in financial position 
for the years then ended, in conformity with 
generally accepted accounting principles ap- 
plied on a consistent basis during the period. 


Arthur Young & Company 
San Jose, California 
January 12, 1977 


COMPANY'S STOCK 

Intel stock is traded in the over the counter 
market and is quoted on NASDAQ and in the 
Wall Street Journal and other newspapers. 
Intel has never paid cash dividends and has 
no present plans to do so. The quarterly bid 
price ranges” for the years 1975 and 1976 are 
shown below. 


73 Ms 72 
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Q1 Q2 Q3 Q4 Ql Q2 Q3 Q4 
1975 1976 


* Adjusted for the 50% stock dividend April 26, 1976 and rounded 
to the nearest dollar. 
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Large Scale Integrated Electronics 
Integrated electronics, 

from which Intel derives | 

its name, has become an 

increasingly important 

part of the electronics in- Tg 

dustry since the com- i 

pany's founding in 1968. | 

Technological advances SEa — 

in large scale integration have resulted in a | Microma's new 

rapid decline in the cost of electronic functions. (ore eee ang 

As a result, new markets have been developed  9peration. In addi- 


tion to hours, minutes, 


as products have appeared from the electronics and date, the Chronograph features 
industry utilizing these new functions on an woltches Wiles contoucen aoe” 
ever-broadening scale. These new markets Sng Serer wee 

range from computer related systems to those such as the digital elec- 
tronic watch which have displaced mechanical devices. 

Intel has been in the forefront of these changes. Semiconductor 
memory components have increased in complexity from the 64-bit chip 
Intel introduced in 1969 to the 16,384-bit random access memory chip we 
introduced in 1976. Memories of increasing size will create an expand- 
ing market as costs per bit decrease. Key to decreasing these costs are 
the technical developments which will allow practical production of 
components with even more bit capacity than today’s products. This is a 
major objective of our R. & D. programs. 

The microprocessor, conceived by Intel and introduced in 1971, isa 
major factor in the changing world of electronics. As costs have come 
down and capacity has increased, these devices are now being used 
by hobbyists as well as by sophisticated industrial customers. The im- 
pact of these revolutionary new components will become more appar- 
ent as microprocessors begin to appear in the home as parts of games 
and as appliance con- 
trollers, or in the au- 
tomobile to improve the 
efficiency of engine, 
transmission and brak- 
ing as well as to offer 
new flexibility in options. 


The home computer market has experienced explosive growth. In less than two 
years over 300 retail computer stores have appeared. 


Intel has used its strength in LSI components to advantage in the 13 
equipment markets in producing and marketing memory systems, mi- 
crocomputer design aids and complete microcomputers on a board. Not 
only do these business areas provide a major market for our compo- 
nents and encourage their widening use, but they also provide valu- 
able feedback of customer requirements and an avenue for gaining 
technical expertise for future growth by opening new markets for Intel. 

The Constancy of Change The most striking feature of the 
semiconductor components industry is, perhaps, the continuous and 
rapid change that has occurred through advances in the technology. 

ee = This is illustrated in the semicon- 

a, ductor random access memory 
r j aereamenaaie where the progress which Intel 
pioneered has made the dis- 
placement of magnetic core 
memory possible. The precur- 
sors of the main memory of the 
70's were the registers and 
scratchpad memories of the 
60's. By more and more sophis- 
t ticated production techniques, 
the cost per bit has decreased 
lela RAMs aN ATT 1000-fold. This decrease in price 
set the standards for computer ` "MAMARE di and cost, corresponding to an av- 
memory. These pacesetting products 
include the IK 1103 (1971), the 4K 2107 (1974) and the 16K 2116 (1976). erage of 30% per year, pre- 
sents both opportunity and risk. The opportunity lies in the poten- 
tial to supply new, lower cost devices which lead this cost reduc- 
tion in competition with older products which are more 
expensive on a per function basis. Intel's leadership in 
these products assures our production costs can 
be lower than those of our competition, re- 
sulting in high reward for leading the 
technology. 

Rapid change creates risk as well. 
Since the state of the art is con- 
stantly changing we must make 
a significant investment in 
technology, technical exper- 
tise, and plant and equip- 
ment to maintain our market 
position. It is important that 
we miss no major changes in 
the technology. Historically, 
this plan of high investment 
both in tangible and intangible 
assets has served Intel well, leading to profits high enough to finance 
the continuing R. & D., capital investment, and working capital needs. 


Square Footage 
of Facilities 
(In Thousands) 


14 R & D Expenditures 


Reinvesting in 
(Dollars In Millions) 


the Future Because 
of these relatively high 
margins, Intel has been 
in the unusual position 
of being able to inter- 
nally finance the 40° in- 
vestment needed for each 
new annual sales dollar or 
the $11,000 needed for each 
new job. This is very rare for 
a company growing as fast as 
Intel has grown. 
Sources of funds for such 
investment include profits after 
taxes as well as depreciation, de- 
ferred taxes, and sale of stock 
through the Intel Employee Stock Option and Stock Purchase Plans. 
Intel has made use of the tax benefits derived from investment tax 
credits, tax savings through rapid E 
depreciation policies, and Domestic 
International Sales Corporation 
(DISC) benefits. The recent changes 
in DISC benefits will, of course, have 
a deleterious effect on our future 
cash flow, although not on our prof- 
its, since profits have always been 
reported to our stockholders as if 
there had been no tax deferral. 
These funds have been reinvested 
in plant and production equipment; 
in equipment made by Intel which is 
leased rather than sold to our cus- 
tomers; and in working capital for in- = 
ventories and receivables. These in- 
vestments are over and above any 
investment in R.&D. which is very 
important to the future of the com- 
pany but does not show on the 
balance sheet. 


The walls went up on Intel's Santa Cruz facility in 
August. The facility is now in full production. 


$48.1 Total 


Source of Funds 15 
(Dollars In Millions) 
Profit 
Deferred Taxes 
Depreciation 
Employee 
Stock Plans 
Investment 

1972 in the Future 


(Dollars In Millions) 
1973 $68.8 Total 


1974 
1975 Plant & Equipment 
1976 

Our net investment to increase the 
company’s sales has been rising in 
the last few years as more sophis- 
ticated test and production 
equipment has been need- . 
ed. Similarly, the cost $18.3 R k n idedaie Se profit 
necessary to create $7.8 

a new job has 
risen. These rising 
expenses per em- 
ployee have made 
higher productivity 
necessary. 


Leased Equipment 


Working Capital 


Intel's Aloha, Oregon wafer 
fabrication facility started 
production in December. This 
ultra modern plant is equipped 
to handle some of the most 
advanced technologies used to 
make complex LSI devices today. 


As noted earlier, part of our investment recent- 
ly has been in equipment manufactured by the 
Memory Systems Division which is offered for 
lease rather than sale. As this division has 
grown, such investment represents an in- 
creasingly significant portion of our 
total capital expenditures. At year 
end the average remaining 
lease was 82% of the total 
lease contract and 
significantly more 
than the remain- 
ing undepre- 
ciated value, 
which was 69% 
of the total cost of 
manufacturing 
and installing this 
equipment. Thus, the 
profitability of this lease business increases with the age of the lease. 

Another investment which Intel is making on an ongoing basis is in its 

iss staff, in the development 
ay = of new technical skills 
and the extension of exist- 
ing skills into new product 
areas. Our growth re- 
quires that we invest our 
human assets wisely. 
We seek to promote our 
' employees into more 
m challenging jobs where 


Total Assets 
(Dollars In Millions) 


mE An add-on memory for the IBM 
370/125 was announced in 
October. Intel now markets 
add-on memories for five of 
IBM's most popular 370 series, 
the 125, 135, 145, 158 and 168. 


possible, often crossing 
divisional and organiza- 
tional lines. To aid the 
full development of our 
employees, internal 
training programs are 
used broadly. These 
programs range from 
the orientation of new 
employees through in- 
struction in supervisory 
techniques; and from reg- 
ular interdivisional semi- 
nars to discuss the prob- 
lems and progress of 
other parts of the company to graduate teeters During 197 over 600 poopie were promoted 
level seminars on emerging technology. Diiia Intel to porlana of greair1oqpan deity 
Four new courses were added during 1976, bringing the total to fourteen. 
Over twenty-one thousand hours of employee time were devoted to these 
training activities during 1976. 

Just as the profits from an existing business are reinvested in its ex- 
pansion, assets of technology offer an opportunity for reinvestment as 
well. An exam- 
ple of this is 
seen in the Mi- 
crocomputer 
Division. Using 
the LSI technology 
derived from vol- 
ume production of 
memory circuits, it 
became possible to 
produce complete 
computer functions on 
a single chip of silicon. 


Employees 
(At Year End 
In Thousands) 


- The 8748 single- 
chip microcomputer, 
introduced in December, 

: uses the new 5-volt EPROM 
“technology to provide 8K bits of on-chip 
program storage. 


M the five years since we introduced the 
nicrocomputer, it has become central to many 
lew and increasingly sophisticated applications. 
; though starting as a component business for Intel, a 
larger and larger fraction of the Microcomputer Division has been in- 
volved in producing special purpose microcomputers, complete with 
memory and input/output devices. These include both design aids for 
our customers and complete computers for inclusion in our customers’ 
products. a a 
Along with this new 
activity came a new re- 
quirement and a signifi- 
cant opportunity for 
building another intang- 
ible asset—software— 
the programs, docu- 
ments, and procedures 
required to utilize our 
new electronic compo- 
nents and equipment. 


PL/M 80, an improved version of our 
high level computer language, 

was introduced in October. It may 
be operated in resident form 

on Intellec® Systems. 


The value of the software asset is cumulative, both in the increasing 
library of programs and routines which help our customers use our 
products and in the ever-increasing experience of our professional staff. 
Superior software has been responsible in a large part for the industry's 
standardization around Intel's 8080 as today’s most widely used micro- 
processor. Although the 8080 has been widely copied by our com- 
petitors who also take advantage of the software developed by Intel, the 
broadening use of this product has been to our advantage. It will con- 
tinue to be so as we develop successors to the 8080 following our plan to 
reduce our product cost through higher levels of integration available 
from advanced technology. These will be 
supplied to the broadening market. 

We believe that Intel's programs 
of reinvesting our profits, our tech- 
nology, and of developing our peo- 
ple will continue to make Intel a 
leader in the future. The record 
growth in revenues and record 
profits in 1976 reinforces our 
faith in Intel's future. 


The 8085, Intel's third generation 
8-bit microprocessor, was intro- 
duced in November. It provides 

increased performance, de- 
creased component count and re- 
duced power requirements, while 
retaining software compatibility with 
the industry standard 8080A. 
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FORM 10-K 
If you would like to 

receive, without charge , 

when available, a copy* of 

the corporation's “Form 10-K” 

which will be filed with the 

Securities and Exchange Com- | 

mission prior to March 31, 1977 | 

for the 1976 year, please send 

your request to: 

Roger S. Borovoy, Secretary 

Intel Corporation 

3065 Bowers Ave. 

Santa Clara, Ca. 95051. 


*No exhibits will be sent unless 
specifically requested. (There will be a 
nominal charge for exhibits.) 


